NATIONAL ADMINISTRATIVE REGISTER - [ DOE DEPARTMENT CIRCULAR NO. DC 2006-01-0002, JANUARY 23, 2006 ]

ON THE MANDATE AND RESPONSIBILITY OF THE DEPARTMENT OF
ENERGY OVER THE WHOLESALE ELECTRICITY SPOT MARKET AND
THE AUTHORITY OF THE PHILIPPINE ELECTRICITY MARKET
CORPORATION IN RE...
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WHEREAS, under Section 30 of Republic Act No. 9136 (otherwise known as the “Electric Power Industry
Reform Act of 2001” or “EPIRA"), the Department of Energy (“DOE”) is mandated to establish the wholesale
electricity spot market (“WESM") composed of the wholesale electricity spot market participants.

WHEREAS, in accordance with Rule 9 Section 3 (a) of the Implementing Rules and Regulations of the EPIRA
(“IRR"), the DOE is mandated to organize and establish the appropriate market design and governance structure
of the wholesale electricity spot market.

WHEREAS, pursuant to its power to establish the WESM, Section 30 of EPIRA further provides that the DOE is
responsible for (a) the formulation of the detailed rules for the WESM (*“WESM Rules’), jointly with the electric
power industry participants and (b) the constitution of the market operator which shall be an autonomous group
responsible for the implementation of the WESM in accordance with the WESM Rules.

WHEREAS, on 28 June 2002, the DOE, with the joint endorsement of electric power industry participants, issued
Department Circular No. 2002-06-003 promulgating the WESM Rules, consistent with the provisions of Section
30 of EPIRA that:

a. the rules shall reflect accepted economic principles and provide a level playing field to all electric power
industry participants; and

b. the rules shall provide, among others, procedures for:
i. establishing the merit order dispatch instructions for each time period;
ii. determining the market-clearing price for each time period,;

iii. administering the market, including criteria for admission to and termination from the market which includes
security or performance bond requirements, voting rights of the participants, surveillance and assurance of
compliance of the participants with the rules and the formation of the wholesale electricity spot market governing
body;

iv. prescribing guidelines for the market operation in system emergencies; and
v. amending the rules.

WHEREAS, in November 2003, the DOE constituted the Autonomous Group Market Operator (“AGMQO”) with
the incorporation of the Philippine Electricity Market Corporation (“PEMC”).

WHEREAS, Section 30 of EPIRA states that the WESM Rules shall provide the mechanism for determining the
price of electricity not covered by bilateral contracts between sellers and purchasers of electricity;
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WHEREAS, Section 30 of EPIRA provides further that the price determination methodology contained in the
WESM Rules shall be subject to the approval of the Energy Regulatory Commission (*ERC”).

WHEREAS, on 30 November 2004, the DOE authorized the PEMC to file on its behalf the WESM Price
Determination Methodology (“PDM™) for the approval of the ERC, and to comply with all directives of the ERC
in relation to the PDM.

WHEREAS, there is a need to clarify the scope of PEMC's authority to act on behalf of the DOE in relation to
the preparation, adoption and filing for approval of the PDM with the ERC pursuant to the DOE’s mandate as
regards the design and structure of the WESM.

NOW, THEREFORE, premises considered, the DOE hereby adopts this Circular for purposes stated above and to
provide guidance to PEMC in seeking the approval of the PDM;

SECTION 1. Objective of Wholesale Electricity Spot Market - Consistent with its mandate under Section 30 of
EPIRA and, more particularly, Rule 9, Section 3(a) of the IRR, the DOE adopted a WESM design and structure
that isintended to establish a competitive, efficient, transparent and reliable market for electricity where:

a) A level playing field exists among the participants,

b) Trading of electricity is facilitated among participants within the spot market;
¢) Third parties are granted non-discriminatory access to the power system;

d) Prices are governed as far as practicable by commercial and market forces; and
e) Efficiency is encouraged.

SECTION 2. Components of Wholesale Electricity Spot Market - The following key components constitute the
design of the WESM:

a) Pricing

i. Basic to any market design is the method and procedures for determining the price at which electricity will be
sold or purchased in the wholesale el ectricity spot market.

ii. The main objectives of the pricing method areto --

1. Balance supply and demand,;

2. Provide the proper incentives, both short term and long term, to the buyers and sellers through the correct
pricing signals;

3. Prevent abuse of market power; and

4. Manage congestion.

b) Scheduling and Dispatch

i. Thisinvolves the process of determining the dispatch schedule for al facilities, which schedule shall be used by
the system operator in providing central dispaich to all generation facilities and loads connected to the
transmission system.

ii. It is based on certain specified factors, such as pricing (economic dispatch) and transmission capacity and
constraints (security-constrained dispatch).

iii. In order to implement the dispatch schedule, there must be coordination between market operations and system
operations. The market design establishes the procedures, processes or system operator to coordinate their
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functionsin relation to the spot market.

iv. The need for coordination is emphasized by the fact that the centralized operation and maintenance of the
transmission system and the grid in the restructured electricity industry is controlled by a single entity (initialy
the TRANSCO, eventually the private concessionaire selected in accordance with Republic Act No. 9136).

¢) Billing and Settlement

The market design should specify the procedures for determining the final settlement amounts to be paid by the
market participants for their transactions in the wholesale electricity spot market and the procedures for billing
and actual settlement of market transactions between the market operator and the market participants, as well as
among market participants.

d) Market Administration/Governance

i. The governance of the market contemplates the processes by which decisions are made and implemented within
the wholesale electricity spot market to ensure the attainment of the market’ s objectives.

ii. This shall include, but not be limited to, the following --

1. The terms and conditions by which entities may be authorized to participate in the spot market;
2. A cost-effective framework for the resolution of disputes among market participants,

3. Sanctions in case of a breach or violation of the market rules by a market participant; and

4. Efficient, transparent and fair processes for amending the market rules.

SECTION 3. PEMC Submission of Price Determination Methodology - The PEMC is authorized to submit to the
ERC, for evaluation and approval, the PDM which consists of the procedures for the determination of schedules
and energy prices for the real time dispatch and for the week-ahead and day-ahead market projections. These
procedures shall be expressed in a series of equations or mathematical algorithm that constitute the Market
Dispatch Optimization Model (the “MDOM”).

The MDOM shall contain and adhere to the market design features and principles contained in the WESM Rules,
particularly those contained in WESM Rules 3.2 to 3.10, as follows -

a. WESM Rule 3.2 - Market Network Model, Trading Nodes and Pricing Zones;
b. WESM Rule 3.3 - Ancillary Services;

¢c. WESM Rule 3.4 - Market Trading Interval and Timetable;

d. WESM Rule 3.5 - Submission of Offers, Bids and Data;

e. WESM Rule 3.6 - Market Dispatch Optimization Model

f. WESM Rule 3.7 - Market Projections;

g. WESM Rule 3.8 - Scheduling and Dispatch Implementation;

h. WESM Rule 3.9 - Treatment of Load Shedding and Excess Generation; and
i. WESM Rule 3.10 - Determination of Market Prices.

Except for the MDOM, all the other components or elements of the WESM as de- scribed in Section 2 hereof are
considered integral parts of the design and structure of the market and, thus, PEMC shall ensure that no changes
are made to these components or elements without the prior approval of the DOE or as may be necessary pursuant
to any amendments to the WESM Rules. However, PEMC is authorized to provide information or to expound on
any issue or question from the public, the ERC or any other government agency as regards the non-PDM
components of market design.
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SECTION 4. DOE Responsibility - Notwithstanding the authority granted to PEMC under Section 3 above, the
DOE shall retain overal responsibility for ensuring that the market design and structure, as embodied in the
WESM Rules, shall achieve the objective of the wholesale electricity spot market stated in Section 1 hereof.

SECTION 5. No Amendment or repeal of existing laws - Nothing in this Department Circular shall be construed
to amend, supplant, or repeal any of the mechanisms or institutions already existing or responsibilities already
alocated and provided for under any existing law, rule or contract. However, to the extent necessary, previous
issuances by this Department in relation to the subject matter herein shall be deemed amended accordingly.

This Department Circular shall take effect immediately after its publication in two (2) newspapers of general
circulation and shall remain in effect until otherwise revoked.

Adopted: 23 Jan. 2006

(SGD.) RAPHAEL P.M. LOTILLA
Secretary
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